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On Sept. 21, Brazilian President Jose Sarney formally ended the country's debt payment
moratorium, a day before his government was to an accord rescheduling $62 billion of mediumand long-term "old debt," alongwith providing $5.2 billion in new credit. Sarney said he accepted
full responsibility for the moratorium, adding that it had been necessary to protect the country's
currency reserves. According to the president, Brazil has done its part in making economic
adjustments and called on creditors to reciprocate: "We cannot be permanent exporters of capital."
In New York, William Rhodes of Citicorp, said: "This is a historic act that reestablishes Brazil in
good standing with the international financial community." Rhodes heads the committee of Brazil's
foreign bank creditors. According to William Cline of the Institute for International Economics,
the loan agreement "marks an important milestone." Meanwhile, Dilson Funaro finance minister
in February 1987 when Brazil declared the moratorium declared that the government was making
a mistake by caving in to pressure from bankers instead of taking opportunities to resolve the
debt crisis when it had the initiative: "There's no guarantee of new money in this package, and
to claim this is simply untrue. It's just money to pay interest, while what we really need is new
investment." Economists at Brazil's central bank say that given the expected $17 billion trade surplus
this year, combined with the $5.2 billion loan package, the country will be able to pay all interest
while closing out the year with up to $10 billion in hard currency reserves. A total of $3.6 billion
of the loan package is to be provided by the World Bank. In an agreement with the International
Monetary Fund, considered necessary to obtain the financing package from creditors, the Brazilian
government agreed to limit the public deficit to about 2% of gross domestic product (GDP), and a
600% limit on annual inflation. In August, however, the Sarney administration delivered a budget to
Congress that fixed spending overruns at 2.75% of GDP. Spending plans by state-owned companies
or state governments were not included in the estimates. Next, inflation for 1988 currently exceeds
495%, and most economists are convinced the annual rate will be greater than 600%. With over $120
billion in foreign debt, Brazil is the Third World's largest debtor nation, and accounts for about
10% of all developing nations' debt. (Basic data from Washington Post, AP, 09/21/88; AFP, 09/22/88)
[According to the Sept. 23 issue of the Wall Street Journal, the new agreement could result in a
significant increase in several US banks' profit rates during the second half of 1988. The Journal did
not specify which banks would realize such increases, but the banks that stand to gain the most from
Brazil's resumption of interest payments include, among others, Chase Manhattan, Citicorp, and
Manufacturers Hanover Trust.]
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